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A LONGITUDINAL STUDY OF CHANGE IN THE
ENGLISH NATIONAL HEALTH SERVICE
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INTRODUCTION
The issue of change and its implications for management accounting have
been addressed relatively infrequently in the mainstream accounting literature.
Pettigrew and Lapsley (1994) addressed the ideas of change, the relationship of
management and accounting practices to such change, and the mechanisms for
delivering sustainable, successful change in public sector organisations. They
suggested that efforts to implement a number of public sector management
accounting initiatives have been unsuccessful, largely because of an inability and
unwillingness to focus upon strategies to achieve change. They concluded that
one means by which such change might be initiated, managed and accounted
for, would be by the application of a broader concept of management accounting
which embraces consideration not only of internal-external relationships of both
costs and service attributes, but also of how change in service delivery is managed
in the new, market-oriented public sector.
This paper uses the receptive contexts of change framework that is suggested
in their paper (Pettigrew and Lapsley 1994, p.88) to study performance
measurement related change in three hospital Trusts in the English National
Health Service during the period 2000 to 2006. The theoretical framework of this
study is derived by associating appropriately the key factors influencing change,
identified in their framework, to the elements of content, process and context of
change. This provided a framework for comparative analysis of management and
accounting practices in organisations facing similar environmental and policy
pressures.
The paper begins with a review of recent relevant literature and policy docu-
ments, followed by a discussion of the theoretical framework and identification
of the three main propositions of the study. The study method is then explained.
The empirical findings are analysed under the headings of content, context and
process of change. The paper ends with implications of findings and concluding
remarks.
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REVIEW OF RELEVANT POLICY BACKGROUND AND ACADEMIC LITERATURE
Policy Background
The publication of the white paper ‘The New NHS: Modern and Dependable’
(DoH, 1997), announced the demise of the NHS internal market which was
criticised for resulting in high transaction costs and for being divisive (Jones
and Dewing, 1997). This change was intended to replace competition between
provider organisations by cooperation, openness and external as well as internal
benchmarking. The White Paper also made it clear that quality measurement
must be made more overt and become part of benchmarking in the NHS.
The NHS Performance Assessment Framework (Department of Health, 1999b)
defined the mechanisms for assessing the quality and efficiency of performance
and claimed to represent patients’ and the general public’s expectations.
The framework and high level indicators set were intended to ‘. . .enable and
encourage benchmarking across the NHS’ with more increasingly compre-
hensive and reliable information being developed to facilitate comparisons
(para 20). The aim was to provide information that was accessible to managers
and clinicians to help them ‘assess their own performance and to support
identification of best practice. . .’ and then to share best practice. This involved
establishing partnerships with other similar organisations in order to ‘compare
progress and agree ways to improve performance.’ The National Institute of
Clinical Excellence (NICE) was set up as the standard setting body for clinical
guidance and audit, and introduced ‘clinical governance’ to the vocabulary of
modern health services. The responsibility for monitoring standards was shared
between the Commission for Health Improvement, Health Authorities and
Primary Care Groups. During the study period of five years, three main stages of
this quality strategy – setting standards, delivering standards and continuous monitoring–
developed further, resulting in institutions being replaced, and responsibilities
and accountabilities being redefined.
At the heart of the monitoring process lay detailed costing of medical
procedures as, although the internal market was abolished, the split between
purchasers and providers remained as did the need to agree activity levels and
transfer funds. Therefore detailed costing would be needed to fulfil this purpose
in the New NHS. In November 1998, a comprehensive listing was published of all
available cost data, called the National Reference Cost Index (DoH, 1998, NHS
Executive, 1998). Data sets included average costs of more than 500 different
types of procedures performed in the previous year in all of the 249 acute NHS
Trusts in England. Figures revealed unexplained and unacceptable discrepancies
in costs. Refined versions of reference costs have continued to be published
annually since then, reflecting the average cost per defined procedure in each
hospital (DoH, 1999, 2000 and 2001).
During the second stage of data collection, reference costing had become a
routine exercise in Trusts; however, changes in the fund allocation system after
2003 meant that having accurate calculations for reference costs of procedures
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had increased importance for budget allocation that Trusts received from the
Government. This new initiative, Payment by Results (PbR) (DoH, 2002), meant
that hospitals would be paid based on a standard ‘tariff price’ (national average
of reported reference cost for defined procedures) for actual activity rather than,
as previously, on the basis of block contracts. Therefore, during the second stage
of the study, comparative reference cost calculations had become an essential
part of financial and performance measurement and management in NHS
trusts.
These changes were expected to influence healthcare professionals’ and
managers’ attitudes towards performance measurement, potentially aligning
them more closely to their counterparts in private sector businesses.
ACADEMIC LITERATURE
Within the context of the introduction of ‘managerialism’ into public services
in the 1980s, various financial reforms were also introduced to the English
health sector. These ranged from Management Budgeting (1983) and Resource
Management Initiatives (1986) to management and efficiency principles
introduced by the Griffiths Report (1983). Subsequently, the purchaser-provider
split created an internal market in which responsible Government agencies
purchased health services from provider organisations (hospitals), in an effort
to create a competitive environment. In the late 1990s the modernisation
agenda of the New Labour Government introduced ‘benchmarking’ into the
management of organisational performance, by providing for the first time
external comparators to facilitate cost control (Northcott and Llewelyn, 2003).
Publicly available performance information was expected to be shared, in order
to spread best practice and thus increase efficiency and quality of services
provided. A number of studies have investigated the background to this initiative,
both in terms of technical aspects of cost accounting practices (Jones, 1999)
and also in terms of change that this initiative has brought into organisational
management and its effect on interaction between various professional groups
working in health services (Jones, 2001 and 2002; Northcott and Llewellyn, 2003;
Llewellyn and Northcott, 2004; Guven-Uslu, 2005 and 2006; and Guven-Uslu and
Conrad, 2008). Below we summarise findings of these studies and discuss their
relationship to this paper.
Studies by Jones introduced a conceptual framework for analysis of implem-
entation of benchmarking into the NHS (Jones, 2001) and empirical analysis
(Jones, 2002) produced results analysed around receptive contexts of change
(Pettigrew et al., 1992), adapted for benchmarking.
Studies by Northcott and Llewellyn (2003) also covered some aspects of
benchmarking in the NHS, by criticising the calculation of average costs
in health services in England, and directing attention to various issues
causing inconsistencies adversely affecting effective benchmarking comparisons.
Although they offered a series of suggestions for improvement, they concluded
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that the costing practices were likely to remain in their current form. They then
looked at the influence of these practices on cost comparisons, concluding that
processes of hospital life ‘become average’ as they transform to comply with the
cost accounting average (Llewellyn and Northcott, 2004).
Guven-Uslu (2005) provided a detailed account of benchmarking in health
services and used the European Foundation Quality Management Excellence
Framework (www.efqm.org) to adapt the receptive contexts of change model
in her analysis of implementation of benchmarking in the NHS. The study
concluded that there were organisational, professional and external barriers to
successful implementation of benchmarking in large public sector organisations
such as NHS hospital Trusts. Further analysis looked at barriers to sharing
information between professional groups (Guven-Uslu, 2006) in health services
and concluded that the main problems were as follows: clinical/managerial
conflict, top down approaches to implementation of benchmarking initiatives
and inadequacy of the evidence base for comparison.
This current paper attempts to classify elements of the receptive contexts of
change around content, process and context in order to investigate interrelations
between them so that the influence of a variable or a group of variables can be
assessed in a specific organisational context. The paper has a more holistic
approach, looking at professional perceptions towards cost accounting changes
and benchmarking as well as the impact of these on the understanding of
performance measurement practices. It argues that the changes identified in
earlier studies underpin the performance management philosophy in the NHS.
Failure to provide evidence of an integrated and balanced approach to measuring
cost and quality in health services, as reported in previous studies (Jones, 2002;
Guven-Uslu, 2005; and Guven-Uslu and Conrad, 2008), impacted adversely on
the overall concept of performance management, and its understanding and
implementation in the NHS.
THEORETICAL BACKGROUND
This study contributes to the change management literature by investigating
changes in costing, fund allocation and the role of performance metrics
in performance management in NHS hospital Trusts. By focusing on cost
accounting practices, comparative league tables and benchmarking, the paper
argues that these changes provide the backbone for changes in performance
management in the NHS. The contextualist theoretical approach to analysing
change provides a holistic understanding so that not only detailed technical
content, but also the inner and outer contexts and the process of implementation
of these changes through time are analysed and reported. This approach informs
the development of the main propositions of the paper, which are presented
within the framework of content, context and process of change later in the
paper.
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Contextualist Approach to Change Management
A contextualist understanding of change refers to examining processes of
change within a historical and organisational context (Johnson, 1993, p.58). This
approach is often multi–disciplinary and may draw on a range of perspectives
and methods such as those of the business historian, the corporate strategist and
the organisation theorist (Clark et al., 1988; and Whipp et al., 1987). It is also
concerned with a detailed examination of the process of organisational transition
(Child and Smith, 1987). In a study of strategic change and competitiveness,
Whipp et al. (1987) argue that it is important to examine the content of a chosen
strategy, the process of change and the context in which it occurs. This is one of
the main underlying principles of Pettigrew et al.’s (1992) study of the NHS,
which focused on the interdependent exploration of these elements of change.
In their three dimensional model, context refers to the ‘why’ and ‘when’ of
change, including influences of both the outer context such as economic, social
and/or political events, and the inner context of specific organisations. Content
is the ‘what’ of change and process is the ‘how’ of change. Process involves
examination of how, and by whom, change is formulated and managed, and
what patterning occurs in this activity. All these three dimensions are also
linked closely to the time dimension which brings a dynamic and changeable
potential to the analysis. Their approach distinguishes between receptive and
non-receptive contexts for change. By the term ‘receptive context’ they refer to the
features of context (and also management action) that seem to be favourably
associated with forward movement. The non–receptive contexts are associated with
blocks on change. They identify an emerging literature which not only seeks to
connect features of context and action to rates of adoption and change, but then
posits a relationship between capabilities to change by learning from differences
in competitive performance of firms (Smith and Grimm, 1987; and Pettigrew
and Whipp, 1991). They argue that there is no strong social science tradition
of theorising about receptive contexts for change, nor are there many empirical
studies of organisations as contexts of change. Their study concentrates on why
health districts in the UK facing similar environmental and policy pressures
behave at times similarly and at times differently in achieving outcomes. They
provide a linked set of eight factors which constitute ‘receptive contexts of
change’, and which provide for high energy around change (also in Pettigrew
and Lapsley, 1994). These factors represent a pattern of association rather than
a simple line of causation and should be seen as a series of loops rather than
a casual path between independent and dependent variables (Pettigrew et al.,
1992, p.276).
The eight factors of receptive contexts of change (Pettigrew and Lapsley,1994,
p.88; and Pettigrew et al.,1992, p.276) were identified as follows; (1) the quality
and coherence of policy, (2) availability of key people leading change,
(3) long-term environmental pressures, (4) supportive organisational
culture, (5) effective managerial and clinical relations, (6) co-operative
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inter-organisational networks, (7) simplicity and clarity of goals, (8)
change agenda and its locale.
In formulating the theoretical propositions of this study, the influence of
receptive contexts of change on the content and process of change was studied.
Relevant factors were mapped against content and process and investigated in
detail. The context of change was also analysed in detail with the help of relevant
components of the receptive context of change model. Change implementation
in selected hospital Trusts facing similar environmental and policy pressures was
analysed with reference to differences in perceptions of organisational actors,
in order to understand the influence of content and process. Proposition one
on context therefore covers the environmental and policy pressures on studied
organisations to implement cost accounting change, as a basis for performance
measurement and management. The impact of peer networks was also assessed
in this proposition, to analyse the dynamics between inner and outer contexts
of change and networking. Proposition two on content included clarity of
performance metrics, coherence of organisational policy for performance
management, and influence of key people leading change. Proposition three on
process covered the professional culture aspect of receptive contexts of change, so
that clinical-managerial relations and their influence on change implementation
could be investigated. These propositions are specified below.
PROPOSITIONS OF THE STUDY
Three main propositions were developed for this study. These were derived from
the review of the theoretical and empirical literature discussed above:
1. Content: the new performancemetrics would producemore accurate
data, useful for resource planning and facilitating innovations for
continuous improvement.
2. Context: the new performance metrics would become an essential
part of peer network discussions and pricing for contracting, so
that changes are expected to endure regardless of new political
initiatives.
3. Process: the new performance metrics would facilitate communica-
tion and collaboration between clinicians, managers and accoun-
tants.
STUDY METHOD
According to Pettigrew et al. (1992), research on change in health care should
be process-orientated, comparative and longitudinal. Thus a longitudinal in-
depth comparative case study approach was utilised in this study of three large
NHS Trust hospitals located in the East of England. There was a five year gap
between the first and second phases of data collection. It was believed that
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significant organisational change would take place during this period as a result
of the changes in performance measurement and management in the NHS. The
study utilised multiple data collection methods including preliminary interviews,
questionnaire responses, follow-up interviews, investigation of archival materials
and informal observation in three acute NHS Trusts.
Participants
Questionnaires were used to guide semi-structured interviews with staff
representing key groups in the organisational hierarchy. They comprised central
managers (Chief executives, clinical directors, directors of nursing, human
resources, operations, finance), service managers, clinicians (consultants) and
finance staff (accountants).
During the first phase of the study between years 2000–2001, 40 question-
naires were collected and 22 interviews were conducted in three Trusts. In
the second phase, 2005–2006, 33 of 40 respondents were actively continuing
their jobs at the same Trusts. They were contacted and 25 (76%) questionnaire
responses were collected and 13 interviews were undertaken with a subset of
the questionnaire respondents. All interviews were tape recorded and fully
transcribed.
Questionnaires and Interviews
The questionnaire focused on respondents’ perceptions about the implementa-
tion of new performance measures and management, with the aim of measuring
changes since the first phase of the study. Questions were grouped under
headings of content, context and process of change, with three questions in
each category. The questionnaire was discussed with and agreed by the senior
managers of Trusts and some of their ideas were incorporated. They comprised
seven point Likert scale questions (from 1 to 7: from strong disagreement
to strong agreement) with a purpose of attitude measurement. The Likert
scale scores were analysed using appropriate non-parametric tests commonly
used in the social sciences, including Kolmogorov-Smirnov two sample tests
and Wilcoxon signed rank test. Statistical findings were then interpreted with
reference to relevant qualitative interview data to enable in-depth analysis of
issues of major concern and/or contradiction. It was expected that qualitative
data would provide valuable insights into understanding of change, and provide
the opportunity to record and analyse individual’s language and help understand
how it changed over time.
EMPIRICAL EVIDENCE
The empirical analysis is framed around the three propositions explained above,
incorporating consideration within each proposition of the relevant associated
factors of receptive contexts of change identified by Pettigrew et al.(1994).
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Content: The new performance metrics would produce more accurate data,
useful for resource planning and facilitating innovations for continuous
improvement.
Cost Efficiency Measures of Performance
According to the data collected during the first stage of this study, the following
were considered to be the difficulties of using comparative cost tables in practice:
inconsistencies between the NHS Costing Manual (NHSME, 2001) and cost
allocation practices of Trusts, the ambiguities around classification of costs as
direct/indirect costs and the allocation and apportionment of overhead costs. A
considerable proportion of services were not costed at the time of the study
because in the Manual there was only costing for procedures of a limited
number of activities. This resulted in shifting costs between costed and non-
costed activities.
It was expected that calculation of the costing data would improve by the
second stage of the study and the costing methodology would be standardised
for all NHS Trusts. Five years later, the proportion of costed activities was
considerably higher (around 65–70% of all activities), the costing Manual had
been regularly updated and there was some work on improving the accuracy of
clinical coding. The expectation was that this would be reflected in respondents’
perceptions towards increased accuracy of performance measures, and therefore
increased use of the database would be expected to be reflected in comparisons
and in resource management.
Table 1 shows that the accuracy of reference costs increased slightly for
respondents in Trust 1 only, and decreased for respondents from Trust 2 and 3.
There was no change in the overall response, which remained around a mid-point
of 4. All rank scores were smaller in the second phase than in the first phase,
indicating higher consistency in responses in phase 2. Preliminary quantitative
analysis did not provide enough evidence to support the first proposition. During
interviews, researchers investigated the reasons behind differing opinions about
the accuracy of reference costs and difficulties of making improvements. An
accountant from Trust 2 commented as follows:
Performance measures and the way they are calculated have been continuously
updated but there has not been a great deal of change to rectify some of the main
problems we have. For example, clinical coding is still a major area of concern, this is
a crucial part of costing.
Coding of clinical information provided by clinicians to coding specialists in
accounting departments is an integral and important part of cost calculation
in NHS Trusts. According to all interviewed accountants this is a critical area
affecting their organisational efficiency figures and one that they consider that
they have to get right. However, there were still ambiguous guidelines for some
specialties and emerging treatments that fall under more than one category,
and some procedures that they have difficulty in coding under any existing
C© 2011 Blackwell Publishing Ltd
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category. These types of costs were being purposefully managed by Trusts with
an ultimate aim to keep average costs within defined average cost intervals of
previous periods.
Several interviewees acknowledged various attempts by the Department of
Health to improve reference cost calculations; however, the general approach
was that they were not considered as detailed and as precisely as expected and
therefore were not an essential part of comparisons for benchmarking.
The Director of Finance in Trust 1 explained their several attempts to
make internal and external comparisons for benchmarking. The attitude of
interviewees seemed more positive than the other two Trusts as they had
been involved with regular detailed reporting of costs and comparisons. This
confirmed the descriptive statistics for Trust 1 in Table 1:
Reference costs provide a good source of starting discussions; however, once we look
into costs, we still discover that most of it is still about how you account for the
procedure not necessarily how you managed the resource. Better consistency would
produce better comparable results.
This analysis concludes that the change in perceptions for Q1 were not
significantly different, although there was evidence to recognise that there was
some improvement around the calculation of reference costs. The results also
implied that although there was an ongoing expectation of improvement of
performance measures, participants seemed to also recognise that there will
always be some level of subjectivity in these calculations. One of the fundamental
reasons for that was that each patient is different and it would simply not
be possible to classify all patients as ‘average patients’ (Jones, 1999), and
there will remain some flexibility in detailed costing procedures to reflect this
fact. In addition to this, complicated and or emerging treatments with usually
higher than average costs will always cause difficulties in coding, affecting
Trusts’ average cost figures and therefore the total average cost reflected in
reference cost calculations. A previous study by Jones (2002) revealed that
reference costing and Health Resource Groups (HRGs) as the building blocks
of cost accounting database enabled measurements to be done in a more
precise manner than at any time in the history of the NHS, and to be done
in terms of both physical resources and financial terms. The findings here
coincide to some extent with Jones (2002. p.177) as the reference costs are being
accepted for benchmarking and control, but improvements around calculation
and comparison have not been at a sufficiently significant level to mark any
difference in professionals’ perceptions in this study.
Allocation of Resources
Responses in Table 1 indicated there was a slight negative change from 5 to 4.5
and to 4 in Trusts 1 and 3 respectively, implying respondents were not as positive
towards this question as they were towards Q1. In other words, improvements
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in accuracy of reference costs did not have a considerable impact on resource
management. The overall figure did not indicate any change and very similar
standard error figures were noted for all groups. Again, preliminary quantitative
analysis did not support proposition 1, and there seemed more consistency
around this fact than around Q1. Researchers then turned to qualitative data
to investigate why the costing database was considered to be of limited use for
resource management.
Interviews in the first stage of data collection indicated that there was a clear
expectation for performance measures and management to make an impact on
resource allocation in Trusts:
I would expect reference costs to be part of an internal resource allocation system as
well as an external budget allocation system for Trusts. Of course this is a long term
issue and will not happen overnight (Chief Executive, Trust 3, Year 2000).
Data collected five years later indicated that the efforts described above,
of making use of performance data for better resource allocation, did not
actually produce the desired results. Instead there was emerging evidence of
consideration being given to reducing service levels, where actual HRG costs
exceeded the national average:
For specialties where we produce at a cost less than national average we are actually
making surplus. This is actually a good thing but when it comes to how to account for
that, we are not very sure. Of course it counter balances on activities where we are
not so efficient but we should aim to eliminate all these activities. For example, we
asked our ophthalmologists to come up with their business plan because currently we
have three consultants in the Trust and average cost indicates inefficiencies. Unless
they propose a new service to attract more patients or ways to improve their cost, I
am afraid one of them might have to lose his job (Chief Executive, Trust 3).
Several interviewees referred to barriers to sharing the data in order to learn
from more efficient Trusts:
I think by doing benchmarking we can actually benefit from the data, if you can see
how it is done better elsewhere. However, it is very difficult to find another Trust that
is willing to share detailed information. They basically do not want someone else to
look at their costing in detail (Director of Finance, Trust 2).
During the second stage of data collection, there were discussions in studied
organisations around managerial changes for running NHS Trusts by creating
internal business units responsible for their own return and costs. As a way
forward Trusts were investigating ways to adapt towards such a change in their
internal financial management:
We have recently asked someone from Finance to do regular benchmarking with
performance related data, first within the Trust and then if possible with comparable
Trusts. It is necessary to see where we are at in terms of main services that we
deliver and what we can do to improve; benchmarking can help with that (Director of
Finance).
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Analysis of Q2 concluded that there was not enough evidence to support
proposition 1. The reference costing database was not considered detailed and
informative enough to guide resource management decisions. Instead, Trusts
seemed to look at their internal costing and performance of internal business
units so that they could understand which services were making a positive
contribution, in order to achieve internal benchmarking. This was expected
to have consequences for service design. This approach seemed to have been
supported more so than external comparisons with other Trusts, as the evidence
confirmed various difficulties of sharing costing data between Trusts. Jones
(2002) concluded that the costing database did not seem to be regarded at grass
roots planning and operational levels as a management tool. The above findings
indicate some level of change around this argument, and shows that they had
been taken into account not necessarily for improving efficiency but for decision
making at service level, cutting down or adding to services as a result of internal
comparisons.
Performance Measures Supporting Medical Innovations
Question 3 investigated perceptions of professionals towards the comparative
costing database in relation to medical innovation. One of the purposes
of performance measurement through benchmarking is to have continuous
improvement principles embedded in the organisation so that efficiency and
service quality could be continuously improved. Government documents (DoH,
1999b) emphasised this and the importance of sharing best practice in order
to implement a continuous improvement culture in the NHS. As indicated in
Table 1, responses from both Trusts 2 & 3 were significantly different when
compared to their responses five years earlier. Interestingly, respondents from
Trusts 1 and 3 believed that the database was of more use than five years ago,
whereas Trust 2 respondents believed they were of less use than five years ago.
Therefore, the overall column in Table 1 for Q3 was assessed as Not Applicable
(NA). The researchers reviewed various other data sources to understand the
reasons for the differing views around this topic, and to analyse the consequences
of these for performance management and change in studied organisations.
The quote below reflects fundamental issues around use of reference costs in
facilitating innovations:
It would actually be very difficult for me to use performance data in deciding which
latest clinical knowledge or innovation to implement. If an accountant or performance
manager suggests with supporting information that there could be better practice
elsewhere, then I would be willing to get involved. . . (Consultant, Trust 2).
Qualitative data indicated that clinical professionals needed support and
initiation from finance and/or managerial personnel to involve them with the
costing aspect of innovations. This fact once more emphasised the importance
of cross professional working groups and the efficiency of these working groups
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for the future of an innovative health service. Central managers and service
managers were supportive of this approach:
Performance related data could actually be useful for advancements in clinical practice
but there is a need for joint effort from both clinicians and accountants. It is quite
difficult to see how Trusts would actually invest resources for such joint work (Service
Manager, Trust 2).
Some clinicians and service managers mentioned that medical innovation was
not part of the performance measurement system and there does not seem to
be apparent rewards for innovation:
Medical and surgical innovations do not seem to be one of the performance indicators
in this current system. If there were clear expectations and incentives, this might
encourage people maybe to better engage with this sort of activity (Service Manager,
Trust 2).
In contrast to the above quotes from service managers, central managers
were more positive about changes in performance measurement and how they
should facilitate medical innovations. The apparent lack of innovation-related
performance targets in the system caused some level of confusion in the minds
of clinicians particularly, who are considered to be the engine of medical
innovations. The significant positive change in central managers’ perceptions
was seen as the main influence on positive change in figures in Table 1. Thus,
these are explored in detail later in the paper under the section on process
of change. This question and subsequent analysis revealed that there were
some mixed views around this issue, and further detailed studies would be
needed.
The results in Table 1 indicate that there was no statistically significant
difference between Trusts’ responses for all three questions. Combined results
for Q1 and Q2 do not support Proposition 1 about change in perceptions of
improvement in reference costs for benchmarking during the study period.
Q3 was not considered for an overall median figure as there was significant
differences between trusts as well as between before and after data. The
implications of these results will be discussed towards the end of the
paper.
Context: the new performance metrics would become an essential part of
peer network discussions and pricing for contracting so that changes are
expected to endure regardless of new political initiatives.
During the study period for this research, the Government revealed for the
first time in ‘The NHS Plan’ (DoH, 2000b) its intention to link allocation of
funds to hospitals according to their actual activity levels. This change ushered
in new styles of management which were much more performance related than
had previously been the case, and a new form of financial flows called Payment
by Results (DoH, 2002) was introduced. This section addresses the impact these
changes had.
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Contracting
As the evidence in Table 2 suggests, there were positive changes in responses for
all three questions with either very similar or lower rank scores when data were
compared. The difference was significant for Q5 for the population indicating
that performance measures are part of contracting more so than they had
been four years ago. There was significant increase in positive responses about
using this data in peer networks both within and outside Trusts for sharing of
professional knowledge and for exploring business potential with other trusts
and other organisations. NHS Trusts, in order to remain competitive in the new
health market, have started to explore possibilities of entering into business
partnerships with other Trusts, GP surgeries and private sector providers. That
also implied that PbR was expected to have a dramatic effect on the way in
which Trusts operated in the future. Hospital management was seen now as
comparable to managing a business in the private sector, and the question
driving organisational strategy in the future will be ‘where is our place in the
market? Under PbR the focus was now on whether this Trust could provide the
required quality of service for the tariff price paid – if not, the decision should
be to close the service. The focus would shift towards collaboration via regional
centres of excellence, as every hospital would be unable to afford specialists for
just a few patients.
It was also suggested that hospitals would become more remote from
commissioners of care, and thus less a part of the NHS and more a part of
fragmented service delivery levels, which would include private providers of
healthcare. Patient choice would become an important determinant of hospital
income levels.
Q4 in Table 2 asked whether respondents thought the above changes had
made a difference in the process of contracting, and therefore budget allocation:
Contracting is very much based on the lump sums from the previous year. We have not
seen yet a big impact of standard costs and tariffs. This might bring a gradual change
rather than maybe a sudden shift from what we have been allocated to standard costs
(Accountant).
This indicates that although the strategic influence of changing performance
management has a strong impact on NHS Trusts, the operation of fund
allocation witnessed a slower change and adaptation process. This evidence
indicated that strategic and operational policies of implementation of new
performance measures were not in parallel, causing some difficulties in realising
bottom-up change principles. As Preston et al. (1992, p.570) observed, the
radical nature of reforms in the NHS need to be seen within the context of
successive attempts by Government to tighten the control of resources but do
not necessarily become accepted parts in the functioning of the NHS.
On the other hand, the above findings reinforce some of the issues that were
discussed in Northcott and Llewellyn (2003), when purchasers seemed to feel
that their power was enhanced through the detailed information that the costing
C© 2011 Blackwell Publishing Ltd
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data base offered. Although the procedural arrangements seemed to change in
terms of more sharing and communication, progress was limited in changing
the contracting practices from yearly lump sums to actual activity.
According to responses in Table 2, there was slight improvement in the way
that benchmarking was used actively as a tool for comparison. The views were
not significantly different between Trusts but it was significant for both sets of
data for Trust 2. Median scores for all Trusts and the overall score had increased
slightly indicating that more communication was taking place with peers around
the comparative costing database.
Peer Networks: The increasing scores in Table 2 for Q5 indicated that performance
measures were discussed more in peer networks; however, when interviewees
were asked to comment on this, it was observed that there was an apparent dif-
ference between senior managers’ and other groups of professionals’ perceptions.
Central managers were the group that used performance measures the most in
peer networks. Service managers on the other hand seemed to witness the least
impact. In other words, they seemed not to witness the change as significantly
as clinicians and/ or accountants did, as the comparative performance dataset
was not referred to regularly and purposefully in service manager peer networks.
This indicated that some discussions that were taking place between top
managers about business cases and viability of specialist services have not been
fed through the service managers’ level yet, to produce concrete outcomes of
cancelling a service and or taking some similar strategic action. According to a
service manager:
Unfortunately benchmarking and performance related data are not regularly referred
to in our meetings with peers. It would have been nice and maybe useful. I guess there
are no apparent uses of that for the Trust.
Findings around peer networks imply that in the future, clinicians, accoun-
tants and service managers may benefit from working in teams formed around
critical specialties to produce business case reports, so that they would be able to
demonstrate that to keep a service or to add new services, would be financially
viable decisions for the Trusts. The way they communicate this information and
the promises that they make will be influential for strategic decision making
at top management level. The findings indicated there were some preliminary
attempts to create that type of business understanding but the results implied
that some time was needed for such a change at service level to take place.
These findings show similarities with some earlier arguments about change
in the NHS; for example, Jones and Dewing (1997) noted the impact of change
was identified mostly with central managers. In addition, the findings of this
research indicate that there was evidence of some change in clinical and
accountant networks and their use of performance measures, but these were not
considered sufficient to impact on organisational outcomes at the time of the
study.
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Political Dimension
Q6 was asked to incorporate respondents’ perceptions about the impact of
contextual factors such as external politics on their professional behaviour. They
perceived the political environment as having an important influence on changes
in performance management, as well as on their general attitude towards it:
The NHS has witnessed the biggest strategic change since I have been in it; that
means the last thirty years. . .We have been witnessing a major change and there is
no going back to the old system. It is far beyond a political initiative any more (Chief
Executive).
Responses to Q6 in Table 2 show no significant change in respondents’ views
indicating that changes in performance measurement and management are
expected to stay and they were not considered very susceptible to further
politically influenced initiatives. This could be considered an important trait
of the prevailing organisational culture in terms of its acceptance of the new
approach to performance management.
An accountant offered the view that there had been a whole change in
philosophy with the introduction of PbR:
Costing . . .now needs to be far more what you expect in a commercial manufacturing
type organisation. PbR means a move from ensuring accuracy of costs under NRCI
towards focus on maximisation of income under PbR. We now have to know which are
our good earners and which are our bad earners.
Thus, changes around costing and how costing information was being used,
had an important role in helping to define which activities hospitals would
undertake and to help identify how competitive its costs were vis-a`-vis other
similar hospitals, who might win business away from them. This shift in
organisational understanding of how the service was beginning to be run
was expected to remain regardless of changes in the political views of future
Governments.1
The answers to Q6 provided enough evidence to support proposition 2 of this
study. Therefore, data analysis in relation to context of change with reference
to Q4, Q5 and Q6 and relevant qualitative data provided enough evidence to
support proposition 2. Implications of contextual factors will be discussed later
on in the paper.
The following section will look at professional perceptions and discuss their
similarities and differences to elaborate on the effects of power relationships
and their influence on changing practices.
Process: The new performancemetrics would facilitate communication and
collaboration between clinicians, managers and accountants.
This section analyses the process of change. It investigates differences in
professionals’ perception of changing performance management practices and
investigates understanding of reference costs, their calculation principles and
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the resultant influence on working relationships between clinical, managerial
and finance staff. This key issue about implementation of new performance
management practices was analysed by asking the questions in Table 3.
For the first variable in Table 3, there was significant difference between
central managers’ and service managers’ perceptions when data were compared
for the usefulness of costing information in facilitating communication between
clinicians and accountants. Service managers scored less indicating that they
believe costing information does not facilitate as much communication between
clinicians and accountants as it used to five years ago. In contrast central
managers’ responses suggested that there was certainly a need and expectation
for costing information to facilitate communication, but there was strong
evidence provided by other participants, not supportive of this view in practice:
There is clear need for clinicians to understand performance metrics. They have never
been so much engaged with performance statistics. They go to various training sessions
about how to make sense of such data (Director of Nursing).
Accountants, similarly to service managers, reported increasing concern with a
lower figure for Q7 in Table 3, indicating difficulties in using costing information
in communicating with clinicians. Some accountants mentioned continuous
changes in some aspects of costing, making it slightly more difficult to use
in communication with clinical personnel. They seemed more sceptical about
sharing details of costing with clinicians but felt under pressure to present
costing data in a more easily understandable format for clinicians and clinical
personnel.2
The foregoing discussion in relation to Q7 did not provide sufficient evidence
to support proposition 3 as there were some significant negative changes in
attitudes towards this issue by service managers and accountants.
The answers to Q8 indicated that according to central and service managers
there was an increasing need for accounting knowledge in the new performance
management system. On the other hand, clinicians believed that this need
did not increase significantly but their response remained at a mid point
of 4 reflecting some level of hesitation. Accountants however, scored an
increase in their perception for the need for clinical knowledge for performance
management. Overall, there seemed to be an increasing expectation of using
both accounting and clinical knowledge in the new performance management
system. Accountants seemed to feel pressure from other professional groups to
explain cost related information in detail:
We are expected to produce these costing reports but the usual format does not seem
to be satisfactory for all occasions. . .We are expected to present it more purposefully,
perhaps in a more simplified form for both clinicians and other service managers to
make better sense of. I feel we are expected to do more and more. . . (Accountant,
Trust 2).
The findings above implied that there is an apparent need for costing
information to be reported and/ or presented in a more user friendly and
C© 2011 Blackwell Publishing Ltd
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understandable format for professionals to make better use of in performance
management. This is an important issue in relation to costing and reporting
in NHS Trusts as it might indicate some changes in the way costing and
performance measurement data are prepared and reported in fulfilling the
decision making and control roles of management accounting.
An important benefit of PbR identified by several interviewees was the
impetus for closer working relationships between accountants and clinicians.
This was driven in part by the need for accurate coding of clinical activity
to ensure that maximum tariff income was received for activity carried out.
Such communication was facilitated by the focus on a new perspective of cost.
According to one Finance Director:
HRGs used to be purely a measure of casemix. Now they’re a currency for contracting.
We are now discussing more clinically meaningful things, and have moved away from
looking at variation from tariff in terms of cost, to clinically what’s driving that
difference from the norm.
In contrast to the above quote, a clinician expressed the view that quantity
was the driver in the NHS rather than quality, and that the key challenge for the
NHS was to find the right balance, which required clinicians and accountants to
deal with each other as equals:
I don’t think the clinicians who are the drivers of quality have the knowledge, the
same knowledge as the accountants. . .So I am not sure the synergy exists. . .Clinicians
are constantly having to justify the benefits of quality to accountants, too, and that’s
wrong. There’s no, there’s – sometimes a lack of respect..
The above quotes illustrate that although both accountants and clinicians
were willing to communicate information for performance improvement
purposes, the presence of deep rooted professional rivalry remained strong
in the organisational culture. Clinicians’ hesitant belief in achieving useful
outcomes from clinician-accountant discussions was stronger and more difficult
to overcome than accountants’ views around the same issues.
The above analysis indicated some positive expectations around proposition 3
of this study. Analysis of Q8 provided enough evidence to support proposition 3,
as there is an increasing need for technical accounting knowledge in the
new performance management system. Answers to Q9 reflect the perception
of accountants that clinicians have been more willing to get involved in
performance management discussions, but from the clinicians’ perspective
accountants are less willing to be involved in this type of communication.
This perception could imply an increasing pressure on clinicians for them to
better understand and make sense of performance measures than five years
ago. Therefore, data collected in relation to Q8 and Q9 supported proposition 3;
however, data collected in relation to Q7 did not provide enough evidence to
support proposition 3. This analysis helped us to conclude that the study of
change through process for the NHS was very much a study of change in working
relationships, where the technical language of both professions (accounting and
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medicine) is of utmost importance. Further implications are discussed in the
final section of this paper.
IMPLICATIONS AND CONCLUDING REMARKS
The main findings and implications of the study are summarised according to
the three main areas identified by the theoretical framework, and suggestions
for further research are highlighted. Limitations of the study are acknowledged
and explained.
Content
This study investigated ‘content’ of change through an examination of change
in the accuracy and usefulness of the reference cost database. While there
was evidence of some improvements in accuracy of the database, better resource
allocation was not apparent. Instead of using the data for resource management,
Trusts developed their own approaches to managing and reporting on resources,
usually involving internal benchmarking between directorates and/or specialties.
Some respondents believed this more business-like approach produced better
outcomes in terms of running the service, although sometimes decisions were
taken to reduce service levels. The expected benefits of continuous improvement
in health services were not realised, due in part to lack of information sharing
and in part to lack of confidence in performance measures and comparative
information.
That unexpected consequence seemed to have influenced innovation man-
agement in the organisations in this study. Respondents’ comments did not
indicate a perceived link between performance management and potential for
innovation. Central managers’ responses were significantly different to those of
other groups of professionals for this question as they scored relatively positively
compared to other professional groups. This finding reinforces the evidence in
Jones (2002) of an increase in hierarchical top-down control at the expense of a
more effective control ethos, in which innovation, self control and empowerment
should be of equal importance (Otley, 1994). One area for future research would
be an investigation of the influence of innovation and innovation potential on
organisational performance in health services, and an evaluation of the extent
to which the current control system supports innovation potential in the sector.
Context
In contrast to the findings on content of change, evidence of change was
identified in relation to the context of change. Changing perceptions were
evident particularly among central managers in the Trusts. The findings suggest
that the payment by results initiative would impact on pricing for contracting
and therefore resource allocation. The evidence implied, however, that the full
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effect of this shift would take longer than initially planned. Although it was
widely accepted that performance data was not accurate enough to strongly
influence the budgeting process this was not seen as a serious problem for
resource allocation decisions. Business cases were sometimes considered for
continuation or curtailment of selected services.
The evidence also implied that the public service aspect of health service
provision in the UK was moving towards more business-oriented managerial
practices. Chief Executives and other top managers are expected to demonstrate
skills commensurate with those of their peers in the private sector. During
the study period Chief Executives of several poorly-performing Trusts were
removed from their posts and replaced in pursuit of improvement in performance
measures. This implies the need for some major changes in leadership styles
and qualities among NHS managers. An area for future research might be
to investigate changing leadership styles in public sector management and
implications for public sector accountants in general and also particularly for
senior accountants with the power to influence strategic decisions.
Process
The difficulties in technical communication and power relations between
clinicians, accountants and managers continued to be apparent in this study.
However, the data implied that the clinicians and accountants were closer to each
other than four years ago, in terms of discussing their practices. The increasing
importance of accurate coding for income management after the introduction
of PbR was considered to have a direct influence on this. Both clinicians and
accountants acknowledged that there was a need for better understanding of
each other’s professional knowledge and better communication. The finding
implied that small groups of clinical, accounting and management staff could be
beneficial for Trusts in making sense of and formulating operational strategies
from performance related data. Future research could look at team working at
operational unit level and use of accounting information in these settings to
investigate adaptation of this type of private sector practices into the public
sector.
Limitations of the Study
This study was conducted in three hospital Trusts in two phases five years
apart. While limited by time and resources to a small number of Trusts, the
study enables cross comparison between three organisations, and between four
different professional groups. Common themes were identified and explored
in detail. The results reported are derived from data that reflect the views,
perceptions and experiences of respondents only. The data was measured
using ordinal scale and did not meet the condition of classical parametric
statistics; instead non-parametric statistics were used to test for differences.
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The limitations of non parametric statistics such as non systematic nature
and different formats of statistical tables were acknowledged during the study.
Qualitative data was used and purposefully referred to in areas where further
investigation was necessary to complement the statistical overview. The findings
are thus the result of an in-depth investigation and analysis of practices only in
the three Trusts studied. Despite these acknowledged limitations it is believed
that this study offers valuable insights into the role of accounting information
for performance measurement and management and the implementation of
change in large public sector organisations, particularly where conflict exists
between accountants and other professional groups in the understanding of
organisational purpose.
NOTES
1 Subsequent developments have contradicted this expectation. Ironically the Darzi Review
(DoH, 2008) with its emphasis on quality and earmarking of tariff, and evidence of appalling
standards and even deaths resulting from over-emphasis on financial targets (e.g., The Mid
Staffordshire Inquiry, www.midstaffsinquiry.com), has led to a change in approach, with the
tariff being set aside in some cases.
2 The fund allocation system based on PbR makes organisational income dependent on activity
level. The Trust’s average cost per unit changes with activity level while the price paid is fixed
per unit. HRG costs calculated in accordance with absorption costing principles are used in
preparing the fixed tariff prices for PbR. This inconsistency might have caused service managers
and accountants to be rather sceptical towards their use in cross-professional discussions.
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